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Comments as a Part of Accountants' Reports 
By J . M. PALEN , of the New York Broad Street Office 
THE interpretation of figures is the 
special province of the accountant. 
The client may have a complete record 
of every financial transaction, but it means 
nothing until the figures are analyzed and 
assembled into a balance sheet and a 
statement of income and profit and loss. 
By preparing these statements in com-
parative form we make them highly 
illuminative in respect of the changes in 
financial and operating conditions. By 
the judicious use of percentages we give 
them even more significance and practical 
value. 
The function of comments is to bring 
out anything which should be considered 
in interpreting the figures, which cannot 
well be included or which is not sufficiently 
emphasized in the statements. For in-
stance, the amount shown as accounts 
receivable means nothing Unless we know 
something about the collectibility of the 
accounts. The balance sheet may show 
property valued at a million dollars, but 
if the accountant did not examine the 
entries in the property accounts prior to 
the current audit period, or if proper 
depreciation reserves have not been pro-
vided against this asset, the reader should 
know this so that he may make allowance 
therefor in interpreting the balance sheet. 
The most valuable service which the 
ordinary audit report renders is in con-
nection with the administration of the 
business. The accountant, being a special-
ist in interpreting figures and in methods 
of compiling them, should endeavor to tell 
the client something about the business 
which he either does not know or does not 
properly apply. Ratios, unless they 
have already been given in the statements, 
may be used to advantage; examples are 
the ratio of departmental costs, expenses, 
and profits to departmental sales, and 
comparison with corresponding ratios in 
previous periods; the ratio of the stock on 
hand to the cost of goods sold during the 
year; of current assets to current liabilities; 
and of reserves to the assets against which 
they are provided. 
A summary of matter which is given in 
detail in the statements may be used to 
bring out an important point in a forceful 
manner. Recommendations relating to 
the system, if constructive and not merely 
fault-finding, are valuable. Whatever is 
said in a report, of course, must be said 
because we think it will be of practical 
value in the particular instance in which 
it is used. There is no other excuse for its 
inclusion. Most of the original things 
which may be put into a report are things 
peculiar to that particular engagement, 
and must, therefore, be furnished by the 
accountant. The reviewer may pick up 
some things, but in the main must depend 
upon the information supplied by the 
accountant. 
Of course, there are instances where it 
is known that the client wishes only a 
stereotyped report and that he objects to 
any recommendations, any changes in the 
form of statements, and sometimes, even, 
any changes in the phraseology, but these 
cases are rare. 
Comments should first of all be adapted 
to the purpose for which the report is to be 
used. This purpose may be evident from 
the nature of the work, or may be clearly 
indicated in the engagement memorandum, 
but in the majority of cases it is for the 
accountant, by questioning the client and 
from his knowledge of conditions obtained 
at the work location, to determine by 
whom and for what purpose the report is 
to be used. 
In a report to be submitted to a bank 
as a basis for credit, it is highly desirable, 
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where possible, to show all material in-
formation in the balance sheet, attach 
thereto the certificate, which should con-
tain any necessary qualifications, and 
dispense with the comments. When for 
any reason it is not thought desirable to 
do this, as, for instance, where there are so 
many qualifications or explanations that 
comments become necessary, they should 
deal especially with the current assets and 
liabilities. The maturities of notes re-
ceivable and payable may be shown, and 
some information as to the probable col-
lectibility of the notes and accounts re-
ceivable. The inventory may be com-
mented upon in detail as to the basis of 
valuation, extent of verification, and any 
matters affecting the salability of the 
goods. The age of accounts receivable or 
of outstanding liabilities, and any con-
tingent liabilities which may become real 
in the near future, may require comment. 
References to bookkeeping errors or criti-
cisms of the system or personnel are out of 
place in a report of this character, unless 
the faults are so serious that they throw 
doubt on the integrity of the accounts. 
(To be Continued) 
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Comments as a Part of Accountants' Reports 
By J. M. PALEN , of the New York Broad Street Office 
(Continued) 
WHERE an audit is made for purposes of verification only, as in the case of a 
bank or brokerage concern, and the report 
is of particular interest to the executives of 
the organization, such matters as the ex-
tent and method of verification, adjust-
ments of ledger accounts, bookkeeping 
errors, etc., are obviously of interest, and 
should be dealt with in more or less detail. 
Reports on system, fraud, and other 
special matters require special treatment, 
to be determined by the needs of the in-
dividual case. 
There are many cases in which we are 
not required to install a system, but are 
asked only to suggest improvements in 
the system in use. In such cases a re-
port is rendered which reads somewhat 
like this: 
"Pursuant to engagement, we have 
made a survey of your system of accounts 
for the purpose of suggesting improve-
ments therein, and report thereon as 
follows: 
"The method. . . . " 
Where system suggestions are made in 
connection with an audit report, and are 
quite voluminous, or where it is thought 
that the client does not wish them to be 
included in the report on the audit, they 
may be rendered as a separate report, 
which may read as follows: 
"Supplementing our report on our audit 
of your books and accounts for the year 
ended June 30, 1921, we submit herewith 
the following suggestions relating to your 
accounting system: 
"We recommend. . . . " 
The results of an examination to de-
termine the amount of a defalcation can 
often be better expressed in comment 
form than by the use of exhibits, unless 
there are a considerable number of irregu-
larities of a similar nature, so that ex-
hibits and schedules may be used to ad-
vantage. In such a report the presenta-
tion paragraph is followed by a summary 
of the shortage, after which the details 
of the shortage and the manner in which 
it was brought about are described. A 
report of this character may read some-
what as follows: 
"Pursuant to engagement, we have 
made an examination of your books and 
accounts for the period from May 1, 1919, 
to March 26, 1921, for the purpose of 
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establishing the extent of irregularities 
disclosed during the course of our audit 
for the year ended January 31, 1921, and 
report thereon as follows: 
"Total irregularities amounting to 
38,540.00 were found, as follows: 
Collections on accounts receivable 
not accounted for $5,230.00 
Checks drawn to J. Smith and 
charged to expense, not sup-
ported by vouchers or other 
receipts. . . 3,310.00 
Total $8,540.00 
"The collections on accounts receivable 
not accounted for are as follows: 
"It appears that the method used to 
conceal these irregularities was to make a 
credit entry in the customer's account for 
the amount of the collection, but to make 
no entry therefor in the cash book at the 
time of receipt, inserting these amounts 
in the cash book after it had been footed 
by an assistant. Trial balances of the 
accounts receivable ledger were submitted 
each month, but were overfooted to agree 
with the controlling account." 
Care should be taken to say nothing 
that cannot be proved in court and to 
make no unnecessary personal references. 
Instead of saying that the cashier ab-
stracted cash and substituted fictitious 
expense vouchers, we may say that a cer-
tain disbursement was made on a certain 
date on an unapproved expense voucher; 
or, if it appears that the bookkeeper has 
made false entries we may say that entries 
for cash collections appear in customers' 
accounts for which no corresponding en-
tries appear in the cash book. 
The audit report is the one most fre-
quently rendered, and may be used for one 
or many purposes. It may be submitted 
to bankers, creditors, or prospective pur-
chasers. It may be printed and submitted 
to stockholders. It may be used in the 
February 
flotation of a new bond issue. If it is 
known that the report is to be used for 
any one of these purposes, or for several of 
them, consideration should be given thereto 
in writing the report, and, whether or not 
any such purpose is known, sufficient in-
formation should be included in any audit 
report to make all essential facts clear to 
an outsider. 
A report to be submitted to prospective 
purchasers, or to a management corpora-
tion which is about to assume control of 
the company whose books are being 
audited, may contain more detail than 
would ordinarily be given. For instance, 
if it is a close corporation, a list of stock-
holders and their holdings may be of in-
terest. Ordinarily a list of stockholders 
is not given in a report, because it has no 
bearing on the condition of the company. 
Or, it may be necessary to give the history 
of certain transactions in more detail than 
would ordinarily be required. In a report 
to be submitted to bankers, creditors, or 
stockholders, or to be used in the flotation 
of new securities, the client usually wants 
somewhat condensed statements, with a 
certificate, and without comments. As 
has been stated before, all necessary 
qualifications must here be expressed in 
the wording of the statements, or in the 
foot-notes or certificate. If the report is 
addressed to an officer of the company who 
takes an active interest in all its affairs, 
more detail may appropriately be shown 
than if it is addressed to the president of a 
large corporation who leaves all matters 
of detail to subordinates. 
Arrangement has much to do with the 
effectiveness of comments. It is some-
times desirable to consolidate the presen-
tation and the comments, especially where 
the latter consist of only a few paragraphs. 
To render one page of comments seems 
to be unnecessarily formal. Where no 
exhibits are rendered, the comments should 
always be consolidated with the presen-
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tation, even though the text matter is 
voluminous. 
There is often a question as to whether 
we shall make a schedule of certain tabu-
lations or show them in the comments. 
Unless the items are very numerous it is 
unwise to prepare a schedule for them, 
both because they can be shown more 
compactly as a part of the comments, and 
because it may not be desirable to estab-
lish the precedent of rendering a schedule 
to support that particular item. 
(To be Continued) 
Bulletin HASKINS & SELLS 27 
Comments as a Part of Accountants' Reports 
By J . M. PALEN , of the New York Broad Street Office 
(Continued) 
Comments should be arranged in the 
order in which the items to which they 
relate appear in the statements, except 
that where one comment explains two or 
more items of an exhibit, both items may 
be included in the caption of the comment, 
even though one may be an asset and one a 
liability or reserve. Contra items are 
frequently treated in this manner. Other 
examples are the amounts due from and 
to foreign agencies, in connection with 
which we may wish to say that statements 
of account have not been received at the 
date of rendition of the report, but that 
they will be reconciled by us as they are 
received, and a supplementary report 
rendered, if necessary. Below is an illus-
tration of a similar case: 
"ADVANCE PAYMENT ON CONTRACT— 
IN SUSPENSE—$8,500.00. 
"ADVANCE COLLECTION ON CONTRACT— 
IN SUSPENSE—$12,500.00. 
"These amounts represent, respectively, 
a payment to the Roanoke Foundry Com-
pany and an amount received from the 
United States Shipping Board, on account 
of a davit contract subsequently cancelled, 
settlement of which is in suspense." 
In cases of a first engagement, especially 
where the company is a newly organized 
one, it is sometimes appropriate to give a 
history of the concern, which may be 
covered in an introductory paragraph 
under "History." The date and place 
of organization should be shown, the 
purpose of the corporation, its capitali-
zation, and, where there is any reason for 
its inclusion, a description of the property 
and the character of the operations, a list 
of the officers, or possibly other facts. 
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Such information is especially appropriate 
in the case of a special examination for 
investors or for sales negotiations. 
Captions relating to balance sheet items 
should follow the wording in the balance 
sheet, and, where it may be done con-
sistently throughout the report, should 
show amounts; e.g., "Cash on Deposit to 
Pay Interest and Dividends—$7,812.12." 
Sometimes, however, we wish to comment 
on a group, such as inventories, as one 
item, and we find that the total amount 
of the inventories is not shown in the 
balance sheet, but that they are expressed 
thus: 
INVENTORIES: 
Finished goods $10,006.04 
Goods in process 5,126.50 
Materials and supplies 2,345.86 
It is not considered advisable here to 
insert the total of these three amounts 
in the caption "Inventories," as such 
amount is not shown in the balance sheet 
and would therefore be confusing to the 
reader rather than helpful. In such cases 
the amounts should be omitted from all 
captions in the comments, unless there 
are not more than two items in the group, 





If we wished to comment only on the latter 
item, the "other" accounts receivable, it 
would be necessary to change the wording 
in the balance sheet to "sundry" or 
"miscellaneous," as "other accounts re-
ceivable," standing alone, obviously means 
nothing. 
When a reserve is shown on the asset 
side of the balance sheet as a deduction 
from the property account and we wish 
to comment on both the property and the 
reserve under one heading, we may state 
our caption in the comments thus, showing 
the net amount: 
FURNITURE AND FIXTURES (less reserve) 
—$6,514.79. 
Matters relating to the statement of 
income and profit and loss, unless they 
deal in considerable detail with several 
of the items, may be covered under one 
caption, "Operations." 
Remarks of a general nature appear at 
the end under the caption "General." 
It is not necessary to comment upon 
every item of the balance sheet or other 
statement. If we do not wish to com-
ment upon its verification and if its nature 
is clearly indicated in the statement, there 
is no necessity for repeating the informa-
tion in the comments. Neither is it 
necessary to say as the only comment 
under a caption, "The details of this item 
are shown in Schedule No. 1 of Exhibit 
It is frequently possible, especially where 
an item is unusual in its nature, to word 
the caption in the balance sheet so that 
comment will be unnecessary. For in-
stance, we may have an item of 1919 
federal income taxes of a predecessor 
company, in dispute, payment of which 
is awaiting a decision of the Treasury 
Department. All the essential facts may 
here be expressed in the balance sheet, 
thus: "Unpaid portion of federal income 
tax of Marine Equipment Company for 
the year 1919, awaiting adjustment of 
claim for abatement." A more common 
illustration is that of miscellaneous ac-
counts payable which consist of only two 
or three items. If it is desired to show 
somewhere in the report the names of 
these accounts but no other information 
regarding them, the necessity for com-
ment may be avoided by showing the 
accounts payable in the balance sheet 
thus: 
Accounts payable: 
Trade creditors $57,515.20 
J. H. Smith 1,525.00 
Securities Corporation 9,500.00 
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If bonds payable are described in the 
balance sheet as "First mortgage, 5%, 
sinking fund, gold bonds, due 1938," in 
many cases there will remain nothing to 
comment upon except the method of veri-
fication and changes during the period 
of audit. Of course, the balance sheet 
should not be cluttered up with unim-
portant information, but where two words 
in the balance sheet may be made to do 
the work of ten in the comments, the two 
words should by all means be used. 
Where the client is an old one and is 
thoroughly familiar with the methods 
used in conducting an audit, it is some-
times possible to omit references to veri-
fications, and to confine the comments to 
more interesting matter. In the vast 
majority of audit reports, however, it is 
considered advisable to describe the 
method of verification of such items as 
cash, securities owned, capital stock, 
bonded debt, and sometimes notes re-
ceivable and notes payable. 
Under the ordinary arrangement, the 
first item on the balance sheet is property. 
Where it is practicable to do so, the basis 
of valuation should be stated. There 
may be a summary of the property by 
classes or locations, which may also show 
the related reserves for depreciation. 
Where the changes in capital accounts 
are of sufficient importance to justify 
comment, it should be stated whether 
or not the charges and credits were ex-
amined. If they were not examined, we 
should give our reasons for not doing so. 
A summary of the changes during the 
period is interesting and appropriate. 
If the property accounts have not been 
examined prior to the current audit 
period it should be so stated. 
If the reserves for depreciation are 
shown on the balance sheet as deductions 
from the property they should be dis-
cussed at the time the asset is discussed. 
If they appear among the liabilities they 
may be commented upon under assets 
or under liabilities, as seems more appro-
priate. Where the only comment relates 
to the provision made during the year it 
seems better to make that statement 
while commenting upon the asset. The 
rates of depreciation for the several classes 
of property should generally be shown. 
If the changes in the property accounts 
during the period were considerable, it 
should be stated whether the rates were 
applied to the balance in the account at 
the beginning or at the end of the period. 
The details, or a summary, of any charges 
to the reserve on account of replacements 
or retirements, should be shown. If the 
reserves are grossly excessive or grossly 
inadequate, that fact should be pointed 
out. 
It is always desirable that something 
should be said which will throw light on 
the adequacy of the reserve for deprecia-
tion. Where our examination of the prop-
erty accounts has been sufficiently 
thorough to satisfy us that the company's 
provision for depreciation has been very 
conservative, we may state that "the 
reserve for depreciation appears to be 
adequate" or "ample." In the many 
cases in which we are not in a position 
safely to express an opinion, we may at 
least state the rate and amount of the 
provision made in the current period. 
If there are but few securities owned, 
the details may be shown in the balance 
sheet or in the comments; if many, in a 
schedule or not at all. We should be able 
to state that they were verified by in-
spection of those on hand and by confirma-
tion obtained from the holders in respect 
of those held by others. If any securities 
are pledged that fact should be shown in 
the balance sheet, as should the hypothe-
cation of any other assets. Exceptions 
to this are the balance sheets of brokerage 
and similar houses. The comments may 
appropriately show to whom and for what 
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purpose the securities are pledged. The 
balance sheet should show, also, whether 
the securities are stated at cost, par, or 
market value, or at a book value which 
may be arbitrary; and if the discrepancy 
between the amount at which they are 
stated and their market value is con-
siderable, attention should be called to 
this fact in the comments, unless market 
as well as book values are shown in the 
balance sheet or schedule of investments. 
If we are unable to ascertain the market 
value of any of the securities we should 
so state. In connection with investments 
in securities of subsidiary companies where 
consolidated statements are not submitted, 
information may be given regarding the 
value of the securities as disclosed by the 
books or reports of the subsidiary com-
panies. 
The market value of securities owned 
is not important in the case of public 
institutions, which usually carry them at 
cost, at the market value at the date of 
acquisition, or at par. 
As to cash, the verification should be 
such that we may say in the comments 
that the cash balance at the date of the 
balance sheet was verified by count of 
that on hand and by certification obtained 
from the depositary in respect of that 
on deposit. If any considerable amount 
of cash represents restricted funds or time 
deposits that fact should be shown in the 
balance sheet, whether or not mentioned 
in the comments. 
In commenting upon notes receivable 
and payable, we frequently tabulate the 
details, showing makers or payees, dates, 
maturities, interest rates, and amounts. 
The names of endorsers and a description 
of collateral pledged as security should 
also be shown, except that where collateral 
has been deposited to secure a note 
payable, and that fact has been stated in 
connection with the asset, it may not be 
necessary to comment upon it again under 
notes payable. There seems to be little 
value in a tabulation of the notes, how-
ever, when so much time has elapsed be-
tween the date of the balance sheet and 
the rendering of the report that the com-
position of these items has probably 
changed entirely. 
The accounts receivable constitute one 
of the most interesting items on the 
balance sheet and one which frequently 
receives the most perfunctory comment. 
They usually represent a goodly propor-
tion of the current assets, and may very 
easily contain a large amount of uncol-
lectible, or at least doubtful, accounts. 
No report is complete without an expres-
sion of opinion as to their collectibility 
and the adequacy of the reserve for pos-
sible losses in their collection. A sum-
mary, by periods, of the accounts in 
arrears is an effective means of presenting 
this information. It is desirable, of course, 
to be able to state that the accounts are 
current and appear to be collectible, or, 
if we have not been able to form an opinion 
as to their collectibility ourselves, we 
may say that the accounts were reviewed 
with the credit manager or other person, 
in whose opinion they are collectible; or, 
that we are informed by the secretary 
that the company considers the accounts 
to be collectible. Sometimes it is possible 
to be more specific; as, for instance, we 
may say that "the accounts appear to be 
collectible, with the exception of an 
amount of $1,500.00 due from Smith & 
Company, for which a reserve in like 
amount has been provided." The 
amounts, and in some cases the names of 
accounts written off during the period may 
be shown. It is important to state the 
basis upon which provision has been made 
in the reserve. 
There appears to be little point to the 
time-worn remark to the effect that the 
aggregate of the balances of the individual 
accounts was found to be in agreement 
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with the controlling account in the general 
ledger. If the detail is either in excess 
of or less than the balance of the con-
trolling account that fact should be 
commented upon, unless the concern is 
very large and the discrepancy compara-
tively small, in which case we usually 
know that the matter is being properly 
taken care of by the office employes. 
(To be Continued) 
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Comments as a Part of Accountants' Reports 
By J . M. PALEN , of the New York Broad Street Office 
(Concluded) 
Probably the most important item on 
the balance sheet, in the majority of cases, 
is the inventory. Not only is it usually 
the largest in amount of all the current 
assets but it is the most difficult to verify 
and the most easily overstated or under-
stated, either by mistake or design. It is 
therefore very important that we should 
state precisely the method and extent of 
its verification. If the inventories were 
taken by employes of the company, as 
they usually are, we should so state. If 
the amounts represent book values only, 
no physical inventory having been taken, 
that fact is so important that it should be 
clearly indicated by the balance sheet 
caption; e.g., "Merchandise"—not inven-
tories—but "Merchandise (book value)." 
Some comment is necessary here regarding 
the probable accuracy of the quantities 
and the basis of valuation. 
Under present market conditions it is 
important to make a very precise state-
ment in every case regarding the basis of 
inventory valuations. In the unusual cases 
where no tests have been made of prices 
we should be careful not to say that "the 
inventories are stated at cost," or "market 
values." The best that can be said in 
such a case is that "we are informed that 
the prices used represent cost," or "market 
value," or "the lower of cost or market." 
Generally speaking, the verification of 
the inventories should be such that we 
may say, "Physical inventories were taken 
by employes of the company at December 
31, 1920, and are stated at cost. The 
prices and computations were tested by 
us." 
In connection with inventory valuations, 
it should be noted that "market value" 
must not be taken to mean the selling 
prices of the company whose accounts are 
being reported upon. 
It is sometimes desirable to obtain 
certificates from proper officers of the 
company, vouching for the accuracy of 
the inventories and stating how they were 
taken and priced. The chief value of 
such a sworn statement lies in its moral 
effect, as in most cases inventory tests 
will be made practically as usual. Where 
such a certificate is obtained, the com-
ments should state what it covers and by 
whom it is signed. If the inventory con-
tains obsolete or unsalable material, that 
fact should be commented upon. 
The amount of authorized capital stock 
should be shown in the balance sheet; 
thus: "Preferred capital stock, 7%, cumu-
lative (authorized, 5,000 shares of $100.00 
each) . . . $300,000.00." It will then 
be perfectly evident, without tabulation 
or comment, that of the 5,000 shares 
authorized, 3,000 only are issued and out-
standing. In the comments we should 
state that "the amount of capital stock 
outstanding at December 31, 1920, as 
shown in Exhibit 'A,' was verified by 
certification obtained from the registrar 
or transfer agent." If such certification 
Was not obtained we should say that "the 
capital stock outstanding at December 
31, 1920, as shown in Exhibit 'A,' was 
found to be in agreement with the amount 
shown to be outstanding by the stubs 
of the stock certificates." 
Any changes in capitalization or funded 
debt during the period under review should 
be brought out in the comments. An 
increase in the amount of capital stock, 
or the authorization of a bond issue, even 
though no new stock or bonds have yet 
been issued, is an important part of the 
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corporation's financial history. Such an 
increase has more significance than the 
amount originally authorized, since it 
usually indicates immediate financial need, 
which, in turn, may indicate either con-
templated expansion or inability to meet 
accruing obligations. 
In the case of a new company or of one 
which has just increased its issue of capital 
stock it is important to show just what was 
received for the stock. If any was issued 
as a bonus or at a discount the comments 
should give the details. 
The maturity of bonds should be shown 
in the balance sheet. The usual comment 
regarding verification is to the effect that 
"the amount of bonds outstanding at 
December 31, 1920, as shown in Exhibit 
'A,' was verified by certification obtained 
from the trustee." The details of any 
sales or redemptions during the period 
should be given in the comments. If the 
mortgage contains sinking fund provisions 
which have not been complied with, that 
fact should be brought out. 
Other assets and liabilities will, of 
course, require comment, to an extent 
dependent upon their nature and relative 
importance. The foregoing are merely 
examples. 
If there are any assets or liabilities 
which are not shown on the books and are 
not included in the statements, they 
should be commented upon under the 
heading "General," unless it seems to be 
particularly appropriate to describe them 
elsewhere. In cases where the client does 
not wish to have accruals set up, a state-
ment is made to the effect that "in ac-
cordance with the practice of the company, 
effect has not been given in the accom-
panying statements to accrued interest 
receivable and payable and certain other 
expenses and income paid or received in 
advance or accrued." If the net amount 
involved is at all large, this statement may 
take the form of a footnote on the balance 
sheet and statement of income and profit 
and loss. 
Where the corporate minutes were not 
seen it is usual to state that "the minutes 
of the board of directors and stockholders 
were not inspected," or "were not made 
available for our inspection." 
If it has been found that sufficient fire 
or liability insurance is not carried, a 
comment to that effect should be made. 
Recommendations regarding system and 
practices may be made at the time the 
account affected is being discussed, if 
their inclusion at that point appears to be 
logical, or they may appear under 
"General." In many cases it is more 
appropriate to convey them orally than 
to include them in the report. Sometimes 
they take the form of a supplementary 
letter, or, if voluminous, a supplementary 
report, as has been stated. 
Criticisms and recommendations require 
the exercise of judgment and tact. Of 
course, necessary truths may never be 
omitted from a report just because they 
may be unpalatable to the client, but 
they may be stated in as inoffensive a man-
ner as is consistent with truthfulness. 
Criticisms of the system should always be 
constructive. We have no right to criti-
cize unless we can say what should be 
done to correct the matter. It is better 
to dwell on the advantages to be gained 
by making a change than on the faults 
of the present method. For instance, 
instead of saying that "too many accounts 
are carried in one ledger and consequently 
a great deal of time is wasted in looking 
for errors at the end of the month," we 
may say, "Much of the checking incident 
to balancing could be eliminated if the 
accounts were divided into several sec-
tions, with a controlling account for each 
section." 
It occasionally happens that an ac-
countant is misled by his annoyance 
over some difficulty experienced in making 
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the audit, into making recommendations 
which are designed to aid the progress 
of the work on the next audit, but which, 
if put into effect, would entail an ex-
penditure of time and labor throughout 
the year entirely out of proportion to the 
benefits realized. A striking example of 
this occurred in connection with the audit 
of the securities department of a large 
organization. It was found that in check-
ing the deposits in and withdrawals from 
the vault during the year, considerable 
difficulty was experienced because of the 
fact that the record made at the time of 
deposit or withdrawal consisted of a card 
on which all the securities deposited or 
withdrawn at that time were entered. As 
the auditor had a year's cards to check 
to the security records, it would have 
facilitated his work if a separate card had 
been made out for each kind of security, 
so that they could have been arranged 
alphabetically. A recommendation to that 
effect was accordingly included in the 
rough draft of the report. Investigation, 
however, disclosed the fact that as these 
cards were posted currently by employes 
of the company, only a few entries were 
made at one time and that, therefore, the 
use of separate cards would mean no saving 
of time to them; also, that these cards 
required the signature of an officer of the 
company, and that to put him to the 
annoyance of signing a separate card for 
each security deposited in or withdrawn 
from the vault, for the sole purpose of 
saving a few hours of the auditor's time 
at the end of the year, would be, to say the 
least, unreasonable. 
Where work which it is customary to 
perform in the course of an audit has not 
been done, the accountant should protect 
himself by stating the facts. A brief, 
impersonal statement to this effect is 
sufficient, without apology or attempt to 
place the blame. Instead of saying, "We 
were not permitted to inspect the contract 
book," which implies something un-
pleasant, we may say, "We did not have 
access to the contract book," or "The con-
tract book was not made available for our 
inspection." 
If it is in accordance with the client's 
expressed wish that we do not investigate 
a certain matter, we may say, for example, 
"As instructed, we did not examine the 
pay-roll records," or "As instructed by the 
president of the company, we did not 
request confirmation of the loan to James 
R. Smith." We should not say, in such 
cases, "as requested." The right to 
authorize the performance of the work 
rests with the client. 
Where the records were in such bad 
condition as to prolong considerably the 
duration of the audit, it is well to call 
attention to that fact, but it is not ap-
propriate to say that "because of the poor 
condition of the records the work took 
several days"—or weeks—"more time than 
would otherwise have been required." 
Such a statement would impress an out-
sider to whom the client may submit the 
report as having been made in justification 
of the amount of the bill, which, obviously, 
is a matter for discussion only between the 
accountant and the client. The desired 
effect may be accomplished by stating 
that numerous errors were found in certain 
records, and that it was necessary to 
make a great number of adjustments. 
Some firms of accountants follow the 
practice of expressing in their reports ap-
preciation of the courtesies afforded by the 
office employes of the client. While this 
practice has not been adopted by Haskins 
& Sells, there are circumstances under 
which it may advantageously be used. 
Precision of expression in the comments 
is just as important as accuracy of figures 
in the statements. Clearness is aided by 
the use of the specific rather than the 
general. 
The tone of comments should at all 
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times be impersonal and dignified. Out-
side the presentation, in which case they 
appear over the firm's signature, the words 
"you" and "your" should never be used. 
The excessive use of the pronoun "we" 
should be avoided. Unusual expressions, 
foreign words, slang, witticisms, figures of 
speech, involved construction, are all out 
of place in an accountant's report. Ideas 
clearly thought out, simply and directly 
expressed, with due regard for the exact 
meaning of words and the rules of gram-
matical construction, lend dignity to any 
composition. 
